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Market overview 
Among the main factors driving shaky start of the year in global markets were events in China’s economy and financial markets, oil price 

swings, and central bank policies. A number of uncertainty factors causing concern made central banks to respond with attempts to calm the 

markets. The European Central Bank (ECB) essentially promised that it is ready to expand stimulus measures, the Bank of Japan (BoE) 

introduced its first-ever negative interest rates, and the US Federal Reserve (Fed) acknowledged potential risks to growth. We are somewhat 

more cautious at the start of 2016, but our main scenario is still that the global economy will improve during the year, however, in short term, 

uncertainty factors will probably drive the market mood, with a clear risk of continued volatility. 

Stock market performance* Major events and expectations 

USA  
(S&P 500 index, USD): 

-5,1% in January 

-5,1% YTD 

+50,9% in 5 years 

 
Europe  
(MSCI EURO, EUR): 

-6,4% in January 

-6,4% YTD 

+11,9% in 5 years 

 

Eastern Europe 
(MSCI EM Eastern Europe, USD): 

-2,3% in January 

-2,3% YTD 

-56,4% in 5 years 
 
Asia  
(MSCI EM Asia, USD): 

-7,3% in January 
-7,3% YTD 

-18,9% in 5 years 
 

Latin America 
(MSCI EM Latin America, USD): 

-4,7% in January 

-4,7% YTD 

-60,4% in 5 years 

Last month in US the main focus was on the Fed’s first policy meeting since December’s interest rate rise. As 
expected, the Fed left interest rates unchanged. The Fed signaled that it is fully aware that financial markets are 
turbulent, acknowledged potential risks to growth and inflation, but at the same time it tried to persuade market 
participants that the US economic outlook remains stable (stable labor market, positive consumer confidence, 
strengthening housing market) and that another Fed key interest rate hike in March is not out of the question. 
The market currently expects the Fed second interest rate rise to take place in June, rather than March, but any further 
rate rises will remain data dependent. However, US economic growth slowed to just 0,7% in the Q4 of 2015 (on an 
annualized basis) from 2% in the previous quarter, We believe that the probability of a US recession is still low and 
that today the service sector is a better leading indicator of growth than manufacturing, which is showing weaker 
signs lately. But weak risk appetite may worsen, for example if the monthly ISM manufacturing index – which shows 
the mood among US purchasing managers – continues to fall sharply. The Q4 US corporate earnings season 
results have been stronger than expected, particularly for banks. During January around 200 of 500 largest US 
companies had reported, with 80% beating on earnings per share. 

In January ECB also had its first policy meeting this year. As expected M. Draghi, president of the ECB, unveiled no 
changes but signaled that a further round of monetary stimulus may come as early as March (next ECB policy 
meeting is set on March 10th), due to uncertainty about emerging market countries’ growth outlook, volatility in 
financial and commodity market prices and geopolitical risks. M. Draghi also highlighted the aim of ECB to bring 
inflation back to the target of just below 2%. Eurozone inflation rose to an annual rate of 0,4% in January, up from 
0,2% in December, but still well below the ECB’s target. Eurozone’s Q4 corporate earnings reports were broadly 
positive so far. Overall, despite the now broad-based market turbulence, most forecasters (including SEB) expect 
European growth to continue its upturn to 1,5-2,0% in 2016-2017.  

Unlike the ECB and the Fed, the BoJ ended the month with an unexpected move of cutting the deposit rate into 
negative territory (from 0,1% to -0,1%.). The decision was met positively by market participants. Japan’s 
policymakers left the pace and size of their quantitative easing programme unchanged and indicated that it could be 
increased in the future, if necessary, and interest rates could also fall further.  

The International Monetary Fund (IMF) lowered its global growth forecasts again. The IMF now expects world GDP 
to increase by 3,4% in 2016 and 3,6% in 2017, while Chinese GDP will slow to 6,3% in 2016 and 6,0% in 2017. In 2015 
China's economic growth rate slowed to a 25-year low of 6,9%, as the world's second-largest economy continues to 
shift away from its manufacturing roots. February 8th-14th China is celebrating New Year and stock markets are closed. 

Oil prices remained on a roller coaster in January. After prices fell by nearly 30% in the space of some two 

weeks, a rebound was triggered at the end of the month by rumours and hopes of an extra meeting of the 

OPEC and possible production cuts of around 5%. OPEC nevertheless announced that its next meeting will 

take place in June, as planned. After rebounding, oil prices fell again. Historically there has been little 

association between oil and share prices over the last two decades. But in the past year this correlation has 

greatly increased. It seems as if some market participants see low oil prices as an indication of economic 

downturn. In our view, supply-side problems rather than demand are the cause. Growing oversupply makes 
it hard to be optimistic about oil prices in the short term. 

* More information regarding indexes’ performance can be found at the end of the document
 

Impact on investments of different risk categories 

Product group Impact during the last month and expectations looking forward 

Low risk 
(conservative) 

In January government bond yields decreased because of higher tension in markets. Uncertainty factors may keep the yields at lower 
levels for a while. On the other hand, stronger economic conditions may push them higher. Overall, the historically low interest rate 
climate is challenging for fixed income investments and we still have a negative view of government bonds.  

Medium risk 
(balanced) 

The risk in our balanced portfolios was consistently reduced during the last months of 2015; given increased uncertainty, early in 2016 
the risk was reduced further; therefore the downturn in riskier assets smoothed negative impact on overall medium risk portfolio 
results. We think that sharper market volatility will continue to persist and our strategy of reduced risk level remains in place. In longer-
term our main scenario is still that the global economy will improve and we can increase the risk any time. High yield (HY) bonds also 
generated loss in January. Looking ahead from risk and return perspective HY bonds still seems to be the most attractive investment in 
bonds market. However, possible weaker global growth and low oil prices are factors causing concerns in HY market. 

High risk 
(aggressive) 

We have seen a very weak start to the year, with sharply declining risk appetite. A 
number of uncertainty factors are causing concern – China’s slowdown, pressure from 
falling oil and other commodity prices, lower activity in the US manufacturing sector, 
lowered economic growth and corporate earnings estimates. We are somewhat more 
cautious at the start of 2016. However, there are also a number of factors on the 
positive side: continued low probability of recession, low interest rates and central 
banks that remain active, with the Fed likely to act cautiously in hiking its key rate 
further, a strong labor market and a healthy pace of construction in the US, Europe 
looks stable so far. Our main scenario is still that global economic growth will continue 
to improve in 2016, though at a slow pace. There is also potential for a better stock 
market trend later on, with Europe in particular then having the greatest potential. In 
the short term, however, uncertainty factors will probably drive the market mood, with 
a clear risk of continued volatility. 
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Monthly theme 

Financial markets: developed and emerging parts of 
the world 

In investing it is a usual practice to divide global financial markets 

into developed ones and emerging ones mainly from the perspective 

of different investment opportunities and risk. It is also a usual 

practice in global portfolios management processes for 

diversification purposes. In this article we examine markets 

classification criteria as well as the differences between those two 

parts of the world in terms of economic and investment environment. 

Differences between developed and emerging markets 
There is no one set of definitions of a developed economy and emerging 
economy. In general, developed economy or developed market (DM) 
typically refers to a country with a relatively high level of economic growth 
and security. Some of the most common criteria for evaluating a country's 
degree of development are per capita income or gross domestic product 
(GDP), level of industrialization, general standard of living and the amount 
of widespread infrastructure. The most well-known current examples of 
developed countries include the United States, Canada and most of 
Western Europe, including England and France. 

In general, emerging market (EM) is a country that has some characteristics 
of a DM, but does not meet standards to be a developed, yet have a 
potential to become DM in the future. Countries that fall into this category, 
varying from very big to very small, are usually considered emerging 
because of their developments and reforms.  

At its inception, “emerging market” was not designed as a definition with 
specific criteria. It was coined as a marketing catchphrase in the 1980s.The 
attraction was clear: it sounded aspirational. Countries previously known as 
“less developed” or “third world” were suddenly imbued with the promise 
that they might be on a journey towards something better. Since the 1980s, 
the usage of term was growing rapidly as different organizations such as 
the International Monetary Fund (IMF), the United Nations and financial 
index providers such as MSCI, JPMorgan and FTSE started to use it. 
However, a set of worldwide commonly recognized characteristics was 
never aligned. Adding to the confusion, the term is sometimes used to 
describe equity, bond or currency markets in developing countries and 
sometimes to describe the countries themselves. 

One of the most common markets classifications between DMs and EMs in 

investing is classification by MSCI, which is independent provider of 
research-driven insights and tools for investors including developing the 
market for global equity indexes since 1969. 

Market classification by MSCI, 2015 
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Frontier markets and EM both fall into the same general sector of the global 
marketplace. However there are some differences between the two 
subsectors. EMs offer greater liquidity and stability than frontier markets. 
Frontier markets consist of companies and investments in nations that are 
economically even less developed than EM countries. 

The gap decreases 
Emerging countries are commonly used to refer to countries that do not 
enjoy the same level of economic security, industrialization and growth as 
developed countries. However, the sense that emerging nations take their 
lead in global affairs from the developed world is increasing. In some 
senses, emerging economies already wield power. For instance, when 

calculated by purchasing power parity (PPP), which takes account of exchange 
rate changes, developed countries accounted for only 43% of global GDP in 
2015, down from 54% in 2004. 

In the longer-run the innovative government reforms and shifts in economic 
models are among the main factors which will determine the rise of EMs, 
particularly in two largest emerging economies – India and China. India is 
transforming from an agro-economy to the manufacturing center of the world, 
while China is transitioning from being the world’s leading provider of cheap 
exports to a consumption-driven economy. Furthermore, a demographic trend 
in emerging nations will result in the emergence of a younger and well-educated 
middle class that is expected to drive consumption and ultimately GDP growth 
rate. According to International Monetary Fund by 2020 GDP growth rate is 
expected to reach 5,3% in EMs, while in DMs it is expected to be 1,9%. And 
according to PricewaterhouseCoopers by 2050 India and China are expected to 
account for 50% of global GDP. This growth filters through to market 
capitalization expansion which underlines more dominance of emerging 
markets in global investing.  

Many of the growth stories that were once dominant in the DMs are probable to 
repeat in EMs. In sectors such as infrastructure, technology, automotive and 
healthcare there is room for improvement and modernization. As DMs have 
plateaued, EMs are hitting their stride and looking not only to catch up but also 
be industry leaders. However, everything has its risks. 

The risks of investing in emerging markets 
While EMs suggests investment opportunities, it is also related to higher risks 
comparing with DMs. Because their markets are in transition and hence not 
stable – panic, speculation, knee-jerk reactions and various instabilities are also 
more common in EMs. Further few major risks are described. 

Political risk. It refers to uncertainty regarding adverse political decisions. DM 
tend to follow a free market discipline of low government intervention, whereas 
EM businesses are often intervened by government. Other political risks are 
related to possibility tax increase, loss of subsidy, change of market policy, 
inability to control inflation and laws regarding resource extraction. Major 
political instability can also result in civil war and a shutdown of industry, as 
workers either refuse or are no longer able to do their jobs. 

Corporate governance risk. A solid corporate governance structure within any 
organization is correlated with positive stock returns. EMs sometimes have 
weaker corporate governance systems, whereby management, or even the 
government, has a greater voice in the firm than shareholders. Furthermore, 
when countries have restrictions on corporate takeovers, management does not 
have the same level of incentive to perform in order to maintain job security. 
Also a poor system of checks and balances and weaker accounting audit 
procedures increase the chance of corporate bankruptcy. Despite that 
bankruptcy is common in every economy, such risks are most common outside 
of the developed world. 

Liquidity risk. EMs are generally less liquid than those found in the developed 

world. Many companies in EMs have smaller capitalizations than in DMs, and in 
many cases the percentage of publicly available shares can be as low as 10%. 
Lower liquidity results in higher broker fees and an increased level of price 
uncertainty. Investors who try to sell stocks in an illiquid market face substantial 
risks that their orders will not be filled at the current price, and the transactions 
will only go through at an unfavorable level. Illiquid markets prevent investors 
realizing the benefits of fast transactions. 

Currency risk. Foreign investments in EMs securities like stocks and bonds 
typically are made and produce returns in the local currencies. As a result, 
foreign investors will have to convert this local currency back into their 
domestic currency. Therefore, currency fluctuations can impact the total return 
of investment. And typically EMs are characterized by large local currency 
fluctuations. 

There are also other risks related to investing in EMs. For instance, recent 
decline in EM economies and stock markets is widely related to plunge in 
commodity prices as many EM economies growth is dependent on commodity-
export. And even though EMs have survived global and local challenges in the 
past, they had to overcome some large obstacles to do so. On the other hand, 
the bigger the risk, the bigger the reward, so EM investments have become a 
standard practice among investors aiming to diversify while adding risk in 
portfolios.  
 
Sources: FT, The Economist, MSCI, IMF, PwC, Investopedia 
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Terminology explanation 

Terminology used Explanation 

Earnings per share (EPS) The portion of a company's profit allocated to each outstanding share of common stock. Earnings per share serves as 
an indicator of a company's profitability. 

Gross Domestic Product (GDP) The monetary value of all the finished goods and services produced within a country’s borders in a specific time period, 
though GDP is usually calculated on an annual basis. It includes all of private and public consumption, government 
outlays, investments and exports less imports that occur within a defined territory. 

Investment grade bonds,  
high yield bonds 

Investment grade bonds – bonds (sovereign or corporate) with credit ratings that indicate a relatively low risk of 
default. High yield bonds – bonds (sovereign or corporate) with credit ratings that indicate a relatively higher risk of 
default than investment grade bonds. Because of the higher risk of default, these bonds pay a higher yield than 
investment grade bonds.  
Two main credit rating agencies Standard & Poor’s (S&P) and Moody’s, use different designations consisting of upper- 
and lower-case letters ‘A’ and ‘B’ to identify a bond’s credit quality rating. S&P designations of ‘AAA’ and ‘AA’ (high 
credit quality) and ‘A’ and ‘BBB’ (medium credit quality) are considered investment grade. Credit ratings for bonds 
below these designations (‘BB’, ‘B’, ‘CCC’, etc.) are considered low credit quality, and are commonly referred to as high 
yield or “junk bonds”. 

International Monetary Fund (IMF) The IMF is an organization of 188 countries whose stated objectives are to promote international economic co-
operation, international trade, employment, and exchange rate stability, including by making financial resources 
available to member countries to meet balance of payments needs. The IMF provides technical assistance and training 
for countries requesting it. 

Leading indicator A measurable economic factor that changes before the economy starts to follow a particular pattern or trend. Leading 
indicators are used to predict changes in the economy, but are not always accurate. Few examples of leading indicators 
include stock market performance, manufacturing activity, inventory levels. 

Monetary policy Monetary policy is the process by which the monetary authority (usually the central bank) of a country controls the 
supply of money (the size and rate of growth of the money supply), for the purpose of promoting economic growth and 
stability. For example, if the money supply grows too fast, the rate of inflation will increase and the economy will 
“overheat”. If the growth of the money supply is slowed too much, then economic growth may also slow. The main 
tools to control money supply include open market operations (buying or selling assets), changing interest rates and 
changing reserve requirements for commercial banks. 

Oil types: Brent and WTI Brent Blend (Brent) and West Texas Intermediate (WTI) oil types are used as benchmarks for the prices of other crude 
oils. Roughly two-thirds of all crude contracts around the world reference Brent, making it the most widely used marker 
of all. These days, Brent actually refers to oil from parts of the North Sea off the coast of the U.K. and Norway (Brent, 
Forties, Oseberg and Ekofisk). Because the supply is water-borne, it’s easy to transport to a distant locations. WTI 
refers to oil extracted from wells in the US (sent via pipeline to Cushing, Oklahoma). The fact that supplies are land-
locked is one of the drawbacks to West Texas crude – it’s relatively expensive to ship to certain parts of the globe. WTI 
continues to be the main benchmark for oil consumed in the US. 

Organization of Petroleum 
Exporting Countries (OPEC) 

An organization consisting of the world's major oil-exporting nations. OPEC was founded in 1960 to coordinate the 
petroleum policies of its members, and to provide member states with technical and economic aid. OPEC is a cartel 
that aims to manage the supply of oil in an effort to set the price of oil on the world market, in order to avoid 
fluctuations that might affect the economies of both producing and purchasing countries. 

Purchasing power Purchasing power is the value of a currency expressed in terms of the amount of goods or services that one unit of 
money can buy. Purchasing power is important because, all else being equal, inflation decreases the amount of goods 
or services you would be able to purchase. 

Purchasing power parity (PPP) An economic theory that estimates the amount of adjustment needed on the exchange rate between countries so that 
an identical good has the same price when expressed in the same currency. 

Quantitative easing (QE) An unconventional monetary policy in which a central bank purchases government securities or other securities from 
the market in order to lower interest rates and increase the money supply. Quantitative easing increases the money 
supply by flooding financial institutions with capital in an effort to promote increased lending and liquidity. 

The Institute of Supply 
Management (ISM) ISM 
manufacturing, non-
manufacturing indexes 

An index based on surveys of manufacturing/non-manufacturing firms by the Institute of Supply Management in US. 
An index with a score over 50 indicates that the industry is expanding, and a score below 50 shows a contraction. By 
monitoring ISM manufacturing and non-manufacturing indexes, investors are able to better understand national 
economic conditions. When this index is increasing, investors can assume that the stock markets should increase 
because of higher corporate profits. The opposite can be thought of the bond markets, which may decrease as indexes 
increases because of sensitivity to potential inflation. 

Yield The income return on an investment. This refers to the interest or dividends received from a security and is usually 
expressed annually as a percentage based on the investment's cost, its current market value or its face value. 

 

Stock market indexes performance information covering the immediately preceding 5 years till 31 January, 2016 

Region Index Currency 
Performance 

2011 2012 2013 2014 2015 12 months 2015 YTD 

USA  S&P 500 USD 0,0% 13,4% 29,6% 11,4% -0,7% -2,7% -5,1% 

Europe  MSCI EURO EUR -16,5% 15,6% 19,6% 2,3% 6,1% -7,3% -6,4% 

Eastern 

Europe 

MSCI EM 

Eastern Europe 
USD -23,3% 13,2% -2,9% -40,0% -8,1% -8,3% -2,3% 

Asia  MSCI EM Asia USD -19,1% 18,1% -0,2% 2,5% -11,8% -20,1% -7,3% 

Latin 

America 

MSCI EM Latin 

America 
USD -21,9% 5,4% -15,7% -14,8% -32,9% -31,8% -4,7% 

 
The above information is provided for informational purposes only. The information does not constitute investment advice or an offer to provide any product or service. 

Neither the material nor the products described herein are intended for distribution or sale in the United States of America or to persons resident in the United States of 

America, so-called US persons, and any such distribution may be unlawful. SEB shall not be responsible for any investment decisions made on the basis of the above 

information. The data underlying the information provided are based on sources considered reliable by SEB. SEB cannot be held liable for the completeness or accuracy of 

the information or any damage that may arise as a result of such information. 

Investments in equities, funds and other securities are associated with opportunities and risks. The market value of investments can either rise or fall. In some cases, losses 

can exceed the initial amount invested. In the case of investments made on foreign markets, your profit may be affected by fluctuations in exchange rates. The rates of 

return achieved by the described investment products and financial indices in earlier or future periods do not constitute a promise or a reference of the rate of return in 

future periods. 

Before making investment decisions, we would recommend thoroughly analyzing the financial, legal, regulative, accounting and taxation issues related to investing in the 

fund and assessing all of the risks associated with the investment and the relevance and suitability of the investment. If necessary, more detailed explanations should be 

sought from an SEB adviser, and in taxation issues from a specialist of the relevant area. General information about investing as well as securities is available at SEB’s 

website https://www.seb.ltv. 


